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CANADA KEY ECONOMIC INDICATORS 


All values in Canadian $ millions 
and represent period averages 
unless otherwise indicated. 
A B cl/ D 
Estimated 
1977 1978 % Change 1979 


Exchange Rate: US$1.00=" C$1.06 C$1.14 c$1.18 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 210,132 231,835 3 255,019 
Per Capita GNP, Current Prices 

(Thousands of C$) 9,019 9,822 ; 10,666 
Private Investment Current $ 41,434 44,683 . 49,822 
Personal Income, Current $ 172,370 190, 739 ; 211,720 
Retail Sales 61,548 68,810 $ 77,067 
Industrial Production 

(1971=100) 2/ 125.6 13253 ; 13/.3 
Unit Labor Costs in Manufacturing 

(1971=100) 166.5 170.9 ‘ 181.2 
Average Weekly Industrial Wage 

(Hundreds of C$) 266.1 285.9 : 311.6 
Labor Force (millions) 10.5 10.9 r 11.2 
Average Unemployment Rate (%) coe 8.4 8.5 


MONEY AND PRICES 
Money Supply (M1) 21,569 
Interest Rates: 
Bank of Canada Rate** . Lis2o 
Chartered Bank Prime Rate** ase 12.00 
Indices: 
Consumer Prices, Non-Food 
(1971=100) ; 163.9 
Consumer Prices, Food (1971=100) . 208.0 
Industry Selling Price3/ 
(1971=100) 


BALANCE OF PAYMENTS AND TRADE 
Official International Reserves 
(US$ Millions) ** 
Balance of Payments4/ 
Net Direct Investment Flows 
Balance of Merchandise Trade 
Merchandise Exports (fob 

U.S. Share 
Merchandise Imports (fob 


Main Imports from U.S. (1978): Automotive vehicles and parts, C$11.8 billion; 
chemical products C$2.0 billion; equipment and tools C$4.3 billion; agricultural 
machinery C$1.3 billion; industrial machinery C$3.3 billion. 


Footnotes: 1/ Column C represents percentage change between Columns A and B. 
2/ Labor Income per unit of output. 
3/ Essentially a wholesale price index 
4/ Basic balance defined as current account balance plus balance on 
long-term capital flows. 
*k End of period or latest (for 1979) 


Source: Statistics Canada, Bank of Canada Review, and other selected 
statistical material. 





SUMMARY: 


The Canadian economy turned in a mixed performance in 1978. At 3.42%, 
average real GNP growth for the year was up from the 2.7% rate recorded in 
1977, and manufacturing output rose strongly. However, growth remained 
well below the economy's potential and the unemployment rate climbed to 
8.4%. Moreover, the inflation rate accelerated sharply under the influence 
of burgeoning food prices and continued depreciation of the Canadian dollar. 
Expansion of the trade surplus was the engine of growth in 1978 but was 
insufficient to offset deterioration of the services balance. As a result, 
the current account deficit widened substantially. 


Real GNP should continue to grow moderately in 1979 reflecting a pickup in 
domestic demand amd diminishing stimulus from net exports in line with the 
expected slowdown in U.S. GNP growth. The inflation rate may come down 
slightly from the 1978 level, but a reduction in the current account deficit 
is unlikely. 


Despite overall modest growth, there will be good opportunities for U.S. 
investors and exporters in many sectors. The Foreign Investment Review 
Agency (FIRA) has not been a major obstacle recently to most foreign 
investment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth performance improved in 1978... 


Real GNP growth averaged 3.4% in 1978, up from the 2.7% rate registered 

in 1977, but below the economy's potential (estimated at 4.5 %). Manu- 
facturing output exhibited considerable strength, advancing by a strong 

7.4%. A continued expansion of the trade surplus led by U.S. demand for 
Canadian exports, was the main engine of growth. Consumption spending, 
spurred by income tax rebates in January and February and by cuts in pro- 
vincial sales taxes in April, grew by 3.1 %, providing a secondary, but 
important lift to total demand. However, private investment stagnated 

in real terms, as moderate increases in investment in plant and equipment 

were offset by a precipitous 4.8% decline in real residential construction 
spending. Residential construction continued to sag under the weight of a 
continuing excess supply of new housing. The unemployment rate climbed 

to 8.4% from the 1977 level of 8.1%. Propelled by a rise in the participation 
rate, the growth of the labor force (3.7%) outstripped an impressive 3.4% gain 
in total employment. 


but the inflation rate accelerated sharply... 


A 15.5% surge in food prices pushed the average increase in the consumer 
price index to 9% in 1978, following an 8% rise in 1977. Inflation was 
also fueled by the depreciation of the Canadian dollar exchange rate, 
which helped drive import prices up by nearly 13%. The index of non: food 
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prices, one measure of the underlying rate of inflation, increased by only 
6.4% on average in 1978, but showed a tendency toward acceleration toward 
the end of the year, reflecting in part a somewhat faster growth of wages. 
Nonetheless, the growth of unit labor costs in manufacturing fell to 2.72, 
following a 5.6% increase in 1977. 


and major shifts this year in growth of inflation trends are unlikely. 


Real GNP growth in 1979 should continue at a rate similar to the 3.4% 

rate experienced last year. However, in contrast to developments last 

year, the composition of growth should emphasize domestic rather than 
external demand. Export sales should taper off somewhat in line with the 
expected slowdown in the U.S., which absorbs 70% of Canadian merchandise 
exports. The pace of domestic demand should quicken. The steady, albeit 
undramatic, upward march of consumption spending will continue, while real 
private investment spending should accelerate. Strong profit growth and 
increased capacity utilization rates during 1978 provide the means and 
motivation for higher levels of investment. However, political and economic 
uncertainties may act to dampen business's propensity to spend. An official 
survey of spending intentions points to an 11.6 per cent increase in private 
investment this year, implying a real increase of 3.5 - 4%. Although the 
inflation rate in 1979 should be slightly lower than last year's 9%, 

strong upward pressure on prices will persist. Higher food prices will 
again be the main culprit, with the lingering inflationary effects of 
depreciation and a gradual acceleration of wage increases in secondary 
roles. Moreover, there is a risk that the pickup in wage increases witnessed 
in 1978 will gather momentum this year. As inflation last year was more 
than expected, real average per capita earnings declined in 1978 and labor 
appears anxious this year to recover lost ground. The primary restraining 
influence on excessive wage demands will be continued slack in the labor 
market. With GNP growing below potential, the unemployment rate is unlikely 
to decline significantly from the 1978 average rate of 8.4%. 


Economic policy emphasizes restraint... 


Federal government policy continues to aim at a progressive reduction in 
the inflation rate with steady growth led by the private sector--primarily 
exports and investment. Accordingly, the government has acted to reduce 
its share of total output by holding the growth of spending below that of 
nominal GNP. The November 1978 federal budget confirmed spending cuts 
announced in August that year and called for a 7.4% rise in expenditures 
in FY 1979/80, well below the projected 11% increase in nominal GNP. As a 
result of such spending restraint, the federal government's financing 
requirement (excluding foreign exchange transactions) is projected to fall 
to C$10.8 billion in FY 1979/80 from C$12.1 billion in the current fiscal 
year. 


Fiscal policy is constrained by inflation as well as by large current 
account and budget deficits. Within these constraints the government has 





5. 


applied modest amounts of fiscal stimulus to help boost'GNP growth. These 
measures included income tax rebates, a partial financing of a temporary 
cut in provincial sales taxes, and a reduction from 12% to 9% (worth 

C$1.0 billion annually) in the federal manufacturers sales tax. The govern- 
ment has also taken a more activist approach toward industrial policy. It 
is currently in the process of evaluating the policy recommendations of 
industrial sector task force reports and has recently announced measures to 
assist the forest products, automotive, shipping and publishing industries. 


The short-run objective of monetary policy in the past year has been to 
defend the Canadian dollar by raising interest rates to influence capital 
flows. In January, the bank (discount) rate was increased to 11.25%, 

the seventh such increase since March, 1978, when the rate was 7.5%. In 
addition, the Bank of Canada has pushed interest rates upward through open 
market operations to support the dollar by maintaining a positive differen- 
tial between Canadian and U.S. interest rates. The government's longer 
term objective of progressively reducing the inflation rate, while accomodating 
adequate economic growth, through a gradual reduction in the growth of 
money supply remains basically intact. The growth of the money supply (M1) 
has generally remained within the official target range of 6 - 10%. 


due, in part, to the widening current account deficit... 


The current account deficit widened to C$5.3 billion in 1978 from C$4.2 

the previous year. The value of merchandise exports and imports surged 
ahead by more than 17% in 1978, and the trade surplus expanded to C$3.5 
billion. Wowever, improvement in the trade surplus was swamped by continued 
deterioration of the deficit on services transactions, which ballooned to 
C$8.7 billion, largely due to higher interest and dividend payments abroad. 


and to persistent weakness in the exchange rate. 


The Canadian dollar was subject to periodic bouts of strong selling 
pressure during 1978. On average, the dollar depreciated by 7.4 % against 
the U.S. dollar and has fallen by 15% over the last two years. The decline 
in the dollar occurred despite seven increases in the bank rate and heavy 
official intervention (about US$4.7 billion last year). To supplement 
foreign exchange reserves, the government has borrowed extensively abroad. 
Federal government foreign borrowing in 1978 included two bond issues in 
the U.S. totaling US $1.5 billion as well as about US$700 million borrowed in 
West German DM. In addition the government arranged two lines of short- 
term credit totaling US$5.5 billion with Canadian, U.S., and other foreign 
banks, from which it had drawn down US$2.7 billion by year end. Thus 

far in 1979, the federal government has borrowed about US$500 million in 
Japan and US$900 million in Swiss markets. 


Growth performance among the provinces continues to be mixed. 


The Atlantic Provinces (New Brunswick, Nova Scotia, Prince Edward Island 
and Newfoundland) have the highest unemployment rate in Canada (12.5%), 
but should show growth performance in 1979 at about the national average. 
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Growth leaders will be the fishing, forest products and mining sectors. 
Mining should benefit from firmer metals markets. Demand for forest 
products is expected to remain reasonably strong, although an expected 
slowdown in U.S. housing starts is an element of uncertainty in the outlook. 
Newfoundland should give the region's star performance, as mining production 
rebounds from strike-induced declines in 1978. Agricultural incomes are 
reasonably buoyant, but construction remains weak. 


The Quebec Economy had a generally satisfactory year in 1978, as output 
rose by an estimated 3.4%. Depreciation of the Canadian dollar, 
imposition of import quotas and reduction of provincial sales taxes (which 
has been extended indefinitely) have boosted the textile and 

footwear industries. Real output in such industries, which accounts 

for 37% of total manufacturing shipments in the province, advanced by 
nearly 12% in 1978, more than double the national average rise in industrial 
production. Overall, however, the Quebec economy is far from vigorous. 
The construction sector is soft and private investment continues to be 
depressed by both economic and political uncertainties. Public investment 
(43% of total provincial investment) will continue as the main support to 
economic growth. 


The outlook for the Ontario Economy in 1979 depends heavily on the evolution 
of demand, especially for autos, in the U.S. Ontario's mining sector will 
benefit if metal markets continue strong this year. Plant and equipment 
investment in the auto and steel sectors should rise moderately. However, 

a possible deceleration in capital spending by utilities and weakness in 

the housing sector will prevent investment spending from providing a strong 
lift to the economy. 


In Manitoba and Saskatchewan, farmers gained financially last year from 
continued high grain production and Canadian dollar depreciation, which 
pushed up export receipts despite transportation delays. 


In Manitoba, the mining sector, while improving, may continue to operate 
below full capacity. Forestry should remain fairly buoyant and a moderate 


pickup is forecast in construction. Real growth could advance by 2.3% 
this year. 


Economic activity in Saskatchewan in 1979 will center on the resource 

sector. There should be substantial capital spending in the uranium industry, 
strong demand for potash, and increased investment in heavy oil development. 
The provincial government has adopted new policy to permit uranium development 
but is keeping a tight reign on the industry; private companies are 

required to offer a 50% participation in any future mining to the pro- 
vincially-owned Saskatchewan Mining Development Corporation. Manufacturing 
should register gains this year; the two-phase expansion of the Interprovincial 
Steel and Pipe Corporation in Regina will give additional stimulus to growth. 


Alberta maintained its position as Canada's growth leader in 1978. Growth may 
decelerate somewhat this year as major construction projects near completion , 
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unless regulatory approval of major oil and tar sands projects is forth- 
coming this summer. The oil and gas industry remains strong; residential 
construction is booming. . 


The British Columbia economy grew at a respectable 4.2% rate last year. 
Although some weakening could develop in 1979, growth should be above the 
national average. The forest products industry should continue as the 

pace setter--barring a substantial drop in U.S. housing starts--with tourism 
and fisheries contributing as well. The outlook for the mining sector has 
improved and large hydro and port expansion projects should help the con- 
struction industry. 


IMPLICATIONS FOR THE UNITED STATES 


Canada is the single most important U.S. market, absorbing about 20% of U.S. 
exports. Exports to Canada were up 18.5% to US$30.5 billion in 1978. 


The Canadian market will continue on a course of moderate expansion this 
year. Depreciation of the Canadian dollar will increase competitiveness 

with U.S. exports by Canadian producers in their home markets. Market growth 
will continue to vary considerably across sectors and among the provinces. 


The Atlantic Provinces: Harvesting and processing technology for the fishing 
industry offer excellent sales opportunities. The fishing industry is aware 
of the need for modernization and high profits have provided ample funds 

for new investment. Profits are also up in the pulp and paper industry 
which has been directed to cut pollution. Thus, there is considerable demand 
for pollution abatement equipment. A market upsurge in minerals exploration 
activity will spur demand for geophysical, geochemical and assaying equip- 
ment. Although this market is well served by domestic firms, good sales 
opportunities exist for U.S. suppliers. 


Quebec: Recent trends have shown a pickup in demand for selected consumer 
goods, such as housewares, giftware and novelty items. There is a steady demand 
for industrial pollution control equipment, particularly air filtration devices. 
Interest continues to grow in security equipment such as intrusion and smoke/ 
fire alarms as well as locks for home and business locations. 


Ontario: The provincial government has recently provided C$100 million to 
the paper industry for, inter alia, pollution control. Although procurement 
policy will aim at maximizing Canadian content, markets should be improved 
for selected pollution control devices not made in Canada. The government's 
C$200 million industrial investment incentive program should spur demand 

for capital equipment, which has a high import content. Opportunities 

also exist for energy conservation, electronic and communications equipment 
and for consumer electrical products. 


The Prairies: In Saskatchewan, rapid expansion of the resource sector will 
strengthen markets in all support industries and services, as well as in 





mining supplies and construction materials. The province seeks out-of- 
province investment in manufacturing and secondary sectors. The investment 
climate in Manitoba is favorable. In the light of large contracts awarded 
to Flyer Industries, expansion plans by Boeing of Canada and Bristol 
Aerospace, markets will be available for plastics, hardware and other 
manufacturing supplies. Continuing growth in the food and beverage 
industries should increase demand for processing equipment. 


Alberta: The best prospects for U.S. exporters remain oil and gas well 
equipment, earth moving and heavy transport vehicles and construction 
supplies and materials. A five-year C$750 million provincial program 

to upgrade transportation, a C$300 million grant to underwrite medical 
research, and increased government funding for low-cost housing will create 
additional commercial opportunities. 


British Columbia: Investment in the province will emphasize modernization 
and rationalization, thereby expanding markets for machinery and equipment. 
Moreover, significant expansion of capacity in the forest products industry 
may get underway soon and new mining ventures and gas exploration are 
proceeding apace. Thus, there is a demand for specialized mining and 
forest product processing equipment and for heavy construction equipment. 


Banking Legislation: Parliament was dissolved in preparation for the 
upcoming federal election (May 22) before considering a bill setting out 
the government's proposed changes in banking legislation. The government's 
proposals would have allowed foreign banks to become chartered banks, 
albeit with restrictions on total assets and lending volume. The timing 

of the introduction of new legislation is highly uncertain. Legislation 
has been passed extending the existing bank act until April 1, 1980. 


Direct Investment: In 1978, the new book value of U.S. direct investment 
in Canada approximated C$40 billion. This represented about 25% of U.S. 

direct investment abroad and roughly one-third of U.S. direct investment 

in industrialized countries. 


U.S. direct investment flows to Canada have fluctuated considerably in 
recent years. A net outflow of C$494 million in 1976 was followed by a 
strong net inflow of C$563 million the following year. In 1978, there was 
a net outflow of C$260 million, partly reflecting Canadian purchases of 
U.S.-owned firms. 


While an investment boom is not in the cards this year, opportunities will 
exist in many sectors. The Foreign Investment Review Agency (FIRA) has 

not been a barrier recently to foreign investment. IRA's approval requires 

a finding that the investment (new, acquisition, or merger) be of "significant 
benefit" to Canada. Thus FIRA has concentrated on qualitative improvement 

of foreign investment proposals. 
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